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Is There Comparative Advantage in the Two-Factor Case? 

When we looked at the Ricardian model, we were able to determine the 
pattern of trade (which country exported which good) solely by looking at 
technical conditions of production, i.e., the slopes of the production- 
possibilities curves. Since in the Ricardian case, these slopes are constant, 
we knew the autarky terms of trade in both countries simply by knowing the 
production functions. Comparative advantage, then, was simply a reflection of 
those autarky terms of trade. 

She two-factor case creates a complication which potentially blurs the 
notion of comparative advantage. In the two-factor case, the production- 
possibilities curve is rounded (bowed out from the origin) . Hence, its slope 
is not constant but depends instead on where on the curve the country 
produces. This means that the autarky terms of trade cannot be determined 
solely by knowledge of technology. 
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Consider Figures 1 and 2 above. These reflect Ricardian production- 
possibilities curves for the US and SI* you can tell that since the slope of 
the US curve is steeper than, -phe UK curve at any points oh those curves we 
consider, the US will be the wheat exporter and the UK will be the cloth 
exporter . 

But now look at the two-factor case shown oh Figures 3 and 4 . At poia.it; 
"a" of Figure 3, the US curve is flatter than the UK curve at point "c" of 
figure 4. On the other hand, at point "b" of Figure 3, the US curve is 
steeper than point "c" on the: curve. Whether the US is at a poiftth'Mke "a" 

or a point like "b" (and whether the UK is at "c") will depend on demand 
conditions in the countries as well as supply conditions. 

In the next section, we review an attempt to make the two-factor model 
approximate the one-factor case, so that supply conditions determine the 
pattern of trade. To make that happen, we shall have to constrain demand (so 
that it cannot "upset" the results) and rig supply so that 'the production- 
possibilities curves (although still founded) look more like the straight- 
line cases of Figures 1 and 2. 



